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This Practice Alert is intended to provide auditors with information that may help them improve
the efficiency and effectiveness of their audits and is based on existing audit literature, the pro
fessional experience of the members of the Professional Issues Task Force (PITF) and informa
tion provided by SECPS member firms to their own professional staff. This information repre
sents the views of the members of the PITF and is not an official position of the AICPA. Official
positions are determined through certain specific committee procedures, due process and delib
eration. The information provided herein if used by practitioners should be used with the under
standing that it is read in conjunction with the professional literature and only as a means of
assisting them in meeting their professional responsibilities.
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Professional Skepticism and Related Topics
Introduction

Generally accepted auditing standards
requires the auditor to exercise due profes
sional care in the planning and performance
of the audit and in the preparation of the audi
tor’s report. Due professional care requires
the auditor to exercise professional skepti
cism, which can be best defined as an attitude
that includes a questioning mind and working
practices that encompass a critical assessment
of audit evidence. Since evidence is gathered
and evaluated throughout the audit, profes
sional skepticism should be exercised
throughout the entire audit process.
In gathering and evaluating evidence,
including obtaining management representa
tions, the auditor should neither assume that
management is dishonest nor assume unques
tioned honesty. Exercising professional skep
ticism means that the auditor should not be
satisfied with less than persuasive evidence.
Although representations obtained from man
agement are part of the evidential matter the

independent auditor obtains, they are rarely
by themselves sufficient evidence to afford a
reasonable basis for an opinion regarding the
financial statements taken as a whole.
There have been a number of instances
in the past when misstated audited financial
statements have been issued when the auditor
may not have exercised adequate professional
skepticism during the audit. While it is not
possible to list all sensitive areas where this
might occur, experience suggests that the fol
lowing areas should be among those subject
to particular scrutiny:

•
•
•
•
•

Management responses to questions
resulting from analytical reviews.
Representations regarding recoverability
of assets or deferred charges.
Accruals (or lack thereof), particularly for
unusual events or transactions.
Substance of large and unusual (particu
larly period-end) transactions.
Vague contract terms or conditions.
continued on page J2
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•

Non-standard journal entries and copies of original documents
(see further discussion below).

Regular reminders to members of the firm and professional
staff of the need to exercise appropriate professional skepticism
would be useful in avoiding potential problems.
This Practice Alert provides guidance to practitioners in two
areas which may warrant a relatively high level of professional
skepticism and attention to audit evidence: (1) the review of non
standard journal entries, and (2) the review of original and final
versions of source documents rather than photocopies or draft ver
sions in these two areas. This Practice Alert also provides a com
prehensive list of previously issued Practice Alerts.
The Auditor’s Review of Non-Standard Journal Entries

Statement on Auditing Standards (SAS) No. 55, as amended by
SAS No. 78, Consideration of Internal Control in a Financial
Statement Audit, requires the auditor to obtain a sufficient under
standing of the information system relevant to financial reporting
to understand:

•
•

•

•

•

The classes of transactions in the entity’s operations that are
significant to the financial statements.
How those transactions are initiated (e.g., manual or computer
ized).
The accounting records, supporting information, and specific
accounts in the financial statements involved in the processing
and reporting of transactions.
The accounting processing involved from the initiation of a
transaction to its inclusion in the financial statements, including
electronic means used to transmit, process, maintain and access
information.
The financial reporting process used to prepare the entity’s
financial statements, including significant accounting estimates
and disclosures.

SAS No. 78 also notes that such knowledge should be used to
identify types of potential misstatements, consider factors that affect
the risk of material misstatement, and design substantive tests.
In today’s complex computerized environments, reviewing the
general ledger for non-standard journal entries has changed signifi
cantly from years ago when the general ledger could be manually
scanned for evidence of non-standard journal entries. Standard
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journal entries include those journal entries processed in the nor
mal course of business, such as sales, inventory purchases and cash
disbursements. Non-standard journal entries are ones that are made
outside the normal course of business, such as the provision for
loan losses, provision for inventory obsolescence and cut-off or
period-end adjustments. Non-standard journal entries may pose
increased risk to the auditor in that they might conceal attempts by
management to manipulate earnings and can be recorded in practi
cally any account.
Auditors may find that certain accounts might contain trans
actions processed in the normal course of business and some that
are not. As an example, consider accounts payable, which may
contain routine postings from the accounts payable subsidiary
ledger to the general ledger, but may also contain entries to recon
cile the two ledgers. The accounts payable account balance may
also include debits to the account with an offset entry intended to
inflate earnings. Since accounts payable is often subject to a high
volume of activity, such reconciling entries or miscellaneous deb
its, or non-standard journal entries, may be difficult for the auditor
to detect.
In order to determine which transactions are not subject to
processing in the normal course of business, the auditor should
consider whether the client has an established routine, or set of
procedures, for processing a class of transactions on a recurring
basis. Often, there will be an established routine whose recording
is frequently recurring and is important to the day-to-day opera
tion and management of the business. Routine processing does not
necessarily or exclusively involve computer systems. Most pro
cessing involves a combination of manual and automated steps
and procedures.
Transactions processed in the normal course of business gen
erally have less risk of misstatement than other transactions. In
order to identify transactions processed outside the normal course
of business, particularly in computerized environments, the auditor
may need to use computer-assisted audit techniques, such as report
writers, software or data-extraction tools, or other systems-based
techniques. The functionality of the software and proper process
ing with the client data files is essential to produce credible evi
dence. Electronic evidence often requires extraction of the desired
data by a knowledgeable auditor or a specialist. SAS No. 31, as
amended by SAS No. 80, Evidential Matter, provides guidance for
auditors who have been engaged to audit the financial statements
of an entity that transmits, processes, maintains or accesses sig
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nificant information electronically. In addition, the AICPA pub
lished an Auditing Procedures Study, The Information
Technology Age: Evidential Matter in the Electronic
Environment, to provide auditors with non-authoritative guidance
on applying SAS No. 80.
Account balances which might be subject to misstatement
may be identified by the auditor in assessing whether each signifi
cant account balance:

•
•
•
•
•
•
•
•

Contains journal entries processed outside the normal course of
business.
Contains transactions that are complex or unusual in nature.
Contains estimates and period-end adjustments.
Contains journal entries indicative of potential problems with
the accounting systems.
Has been prone to client error in the past.
Has not been reconciled on a timely basis or contains old rec
onciling items.
Represents a particular risk specific to the client’s industry.
Represents account balances affecting the client’s value and liq
uidity (e.g., account balances that are used in determining loan
covenant ratios).

The Auditor’s Review of Original and Final Source Documents

During the course of an audit of financial statements, auditors are
frequently provided with photocopies or draft versions of docu
ments, rather than original and final source documents. Of course,
photocopies can be made of virtually every type of audit evidence,
including bank statements, invoices, legal agreements, etc., and by
accepting photocopies or draft versions as audit evidence, the audi
tor risks that the photocopy may not conform to the original and
final source document. Also, with the advances in modem technol
ogy, scanners can also be used to alter documents. As an example,
consider that bank statements can be altered and photocopies to
reflect higher cash balances, invoices can be falsified to reflect
sales which did not take place and legal agreements can be
amended so that the photocopy does not reflect the actual agree
ment in place.
SAS No. 82, Consideration of Fraud in a Financial Statement
Audit, states that the unavailability of other than photocopied doc
uments when documents in original form are expected to exist
may pose a risk of material misstatement due to fraud. When pre
sented with photocopied documents, the auditor should exercise
professional skepticism and consider the need to obtain the origi

nal source documents to ensure conformity to the photocopied
documents.
Also, when reviewing a document other than an original, there
may be situations when an auditor receives a facsimile confirma
tion response rather than a written communication mailed directly
to the auditor. A facsimile response may create some risk because
it may be difficult to ascertain the source of the response. While
the facsimile response may include the name and facsimile number
of the entity sending the document, the auditor should assess the
risk that the sender might have falsified that information. SAS No.
67, The Confirmation Process, states that to restrict the risk associ
ated with facsimile responses and treat the confirmations as valid
audit evidence, the auditor should consider taking certain precau
tions, such as verifying the source and contents of a facsimile
response in a telephone call to the purported sender. In addition,
the auditor should consider requesting the purported sender to mail
the original confirmation directly to the auditor.

Past Practice Alerts
The PITF accumulates and considers practice issues, which
appear to present accounting and auditing concerns for prac
titioners. Previously issued Practice Alerts can be obtained
from the AICPA Web site (http://www.aicpa.org/members/
div/secps/lit/practice.htm), and are as follows:
94-1:
94-2:
94-3:
95-1:
95-2:
95-3:
96-1:
97-1:
97-2:
97-3:
98-1:

Dealing with Audit Differences
Auditing Inventories—Physical Observations
Acceptance and Continuance of Audit Clients
Revenue Recognition Issues
Complex Derivatives
Auditing Related Parties and Related Party
Transactions
The Private Securities Litigation Reform Act of 1995
Financial Statements on the Internet
Audits of Employee Benefit Plans
Changes in Auditors and Related Topics
The Auditor’s Use of Analytical Procedures

The PITF also welcomes ideas from practitioners, and
any such ideas should be forwarded to the staff at the
AICPA SEC Practice Section.

Comments or questions on this alert should be directed to the AICPA SEC Practice Section at 201/938-3025.

